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HEVRRANDUN YOR: Uhief, Ueonirsel Fersennel Uivision

THrOUGH i Acting Cosptrellexr
SUBJEGT ¢ Minspeiel Sdministration of Uontrects for

Porsonal Services

i. Hesently Fisenoo iivisien has been requesied on severel
accasione to effect sdjusiments in compensation of covert contract
persormel without appropriste mssndument of contrects, These adjuct-
nentes most frequently pertain to the treatment of the comtract fer
tax purposes end are occasloned by recent determinstions wilh respect
to the ohiligations of the Agemcy and/or the comtractor with respect
1o lexes.

2. In order to properly certify payments wxer contraeis, ihe
Gertdfying Ufficer aust estahlish thet evidence of service contes-
plated by the coutract is on hand and that ecmpensation for such
services iz computed and pald in ascerdance wiith the speeific teras
of the contract, In case of questions, the Certifying Officer ie
protected in the exwrcise of his authority to certify clalms only it
he can shew that payments have been effscted in strict oconformance
with the terms of contracts sxeouted by competent suthority.

3. Gonsistent with the above, Flnence {dvislon camnot, in the
abzence of an sppropriate comtrect smendment, effect adjustments in
the rate or conditlons under which compensstion is peyahle undsr
contrecis for personal serviees, whether such adjustnents relate to
determinations sg Lo tax obligations, classifiocstion of cempenssiion,
sllowences, cte,, for {ex parposes, or changes in rates or methods of
computing finencial entitlemenis under the gontract. It is recognised
that, ordinexily, tex obligations sre determined by applioshle tox lew,
however, it is also true that such obligetions as socrue ss betwoen the
responsibilities of the Aysnc; and persons entering into persennl
service contracts with it must be dstermined on the basis of relation-
ships created by ibe conirasct. These relationships are often not
evidsnt from the language of the cenlrsct but must De determined on
the bapls of the facts in the cese and the intention of the contrect-
ing perties, For this reason, and in the interest of avolding confusion
sl mdsunderstending, Finange Pivision must insist that each eontract
be fully docunented by inclusien of eppropriate language within the
contract or by farmel smendment, as to the full responsibilities sssused
by the Agency, including trestment of amounts paysble under the sentract
for Lex parposes,.
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Le Legal determinstione as to the mropriety of terus of contrasis
and dnteryreistions of contracts sre matters for resolution between the
Uffioe of Ceneral Gounsel and the Contrasting Ufflicer. Thie 12 uot to
ey that Finence Divielon proposss to ignore provisions of contracis
which appesr to require re-examinstion wherever they ere detected in
the course of routine processing of comtrascis. Un the eontrary, when-
sver such provisions, er jwovisions whiech appemr to be impractical of
sdrdnistration or sro ineconsistent with lknown circumstances of the
reletionship cone o our attention, they will be refarred to Uffice of
toneral Gounsel er the Contracting Uffleer, as eppromiste, for review
i‘i}ﬁ Mﬁiaﬂw

5, kven in instapces wherein relationships established between
the Agenscy end contractors are such as to diciabte edjustment of contraots,
other considerntions mey require sodification of indlcsted action.
Specifiedlly, refersnces is made to instanves wherein it has been deter-
sined thet Social Security texes should be withheld where comtrects
previously heve not eontained provisions for such actien., In such
instmnces, it iz owr view thst smendwent of contracic which provide feor
rotropotive sdjusiment of temes should be conmidered in the light of
cover and security, es well es the legnl and sdministretive ohlijsticns.

4. lictromctive mijustment of taxes, while creating sn sdditlosal
administretive burden, does not ordinarily invelve cover or security
considerations rovided the contempleted adjustment does oot imvolve
sore then tax adjusiments for the gurrenk tax yemr. In any cese, nowever,
vhere previous veers' laxes ere invelved, adjustment would normally
roequire filing of smepded tax returns by the tax-payer az vell so the
Ageney, This setion which, iv most ceses, may lnvelve changs from a
self-employed overt return besis to an employee covert return besls may
well have securlity snd cover implications which should be considered
bofore contrects ere amended, It is our opinion that general policy should
oreclude retrosctive erendments of contracts. Also, where aneminents
appesr to be necessary, in excepilonal csses, which will require the
$1ling of anended returns for prior years that concurrence of Lover
Diviplon and Uffice of becuriiy, ss well as uffice of Cenersl Counsel,
should be obtained bhefore the smendments sre formalized.

7. in sunnary, the views of Finance Uivision on the sbove natters
rolating %o the financiel sdninistration of eontracts for personal
sorvices sre expresved as follows:

fe layments under contracts must conforn to uhe speciiic
teras of contracis, e adjustoent of such peyments should be
effected without supporting contract amendment.

be wegal delermipstions and interpretations of contract

terus sre matters for resolution by the Uffice of UGeneral Counsel
wid the Lontrecting Ufficer and not by the Finmnce Divisior,
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¢, uontracte ehould by their bterms, esel forth oomy ~
wﬁa@w&ﬁmmMﬂgwmﬂu&wam@m&%ﬁwewh%mw,
10 be treated ss compemsation for tex purposes, axi the contract
should clearly etate the itex withholding and reporiing oblipgations
underteier by the Apency.

d. Uontractis and eontract smendments shouwld not be lauusd
on & retrosctive baesie, bul showid be exmcuted and be raleased
melor to the effeciive dates., Where smendments requiring odjust-
nent of taxes withheld or prier years' tax retwuns are delermined
to be necessary, sction to amend the contrsct chould receive
Uover uivision, UFfice of Security and Uffice of Generel Counsel
spaoval,

%, four resctieon to the views expressed ebove will be gppreclated.
in the meantime, and in order to expedite clearance of conirsci:, Pinance
vision will return, for aprroiriate deterniration and clarification,
contracte snd amendments which sre recelved which reflect varimnce from
e sbove mrinciples, 25X1A5a1

o, Congigtent with the asbove, the sontract amendmerts fnr*
sro returned, with the reguest thel they Le furtber
anencied or voided, executed to conform with the thourhis exiressad

25X1A5a1
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